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I. Market Summary

China' s Hotdl, Restaurant, and Indtitutional (HRI) sector is one of the most dynamic areas of the economy. The
restaurant sub-sector experienced an explosive 15% annua growth in 1998, with tota nationa sales of USD33.7
Billiont. China's State Administration of Interna Trade projects that 1999 growth will match 1998 figures. The
concomitant effects of arapidly expanding consumer class and massive development in the restaurant sub-sector offers
many opportunities for food exporters willing to pursue this market. The restaurant sub-sector in Shanghai, with a
whopping USD1.1 billion in1998 revenues, isthe nation’s trendsetter. For this reason, the greater area of Shangha is
the primary focus of this report.

From trendy, upscae, fine dining to aquick bite beside a dilgpidated dumpling cart, Shangha’s HRI sector literadly has
ital. Asshown beow, totd HRI industry revenuesin Shangha amounted to USD1.83 hillion in 1998, with the
restaurant sub-sector accounting for more than 60% of total market share. This sub-sector includes family style
restaurants (26.3%), fast-food chains (13.2%), and other types of restaurants (21%), such as dim sum shops, noodle
shops, and tea houses. With nearly 50% private ownership, these three segments are the most active and fastest
growing parts of Shanghai’ s food service market. Owing to aworkforce of more than 4 million plus 2 million students,
the ingtitutional sub-sector follows with a 28.3% market share. However, this sub-sector will likely shrink as
unemployment rises due to nationa restructuring of state-owned enterprises. Hotel food service business has declined
aswadll in recent years due to China s economic dowdown, the Asan financid criss, and increased competition from
the restaurant segment.

1998 Shanghai Foodservice Market Shanghai Foodservice Sub-Sector Sales 1998

USD1.14 Billion

Institutional(28.3%) ] =

Family Style(26.3%) — 3

Others(21%) -
Fast Food (13.2%) —{
Hotel(11.2%) —

|:| Domestic . Imports |:| USD1.83 Billion

Asthe chart shows above, food inputs for the Shanghal food service industry totaled USD1.14 billionin 1998. The
food service market dtill relies on domestic sourcing for the mgority of its needs. However, use of imported food has
increased significantly in recent years. It is estimated that imported food currently accounts for gpproximately 8% of the
total food costs and is projected to increase to15% over the next few years. Hence, there are tremendous

1 In China, HRI sector figures refer only to stand-alone restaurant sales. Hotel and ingtitutional sales are not
included and were unobtainable at the time of reporting, so actua HRI revenues should be much higher.
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opportunities for U.S. food products to be used in this ever-growing market.

HRI Market Factors

. Long Culinary Tradition

The Chinese are famous for their rich culinary tradition and gastronomic desires. Thereisan old saying, “Food
isthe people' s heaven.” In essence, food culture in Chinais highly developed, and the broad range of
restaurants in mgor cities catering to every taste stands testament to this saying.

C Growth in Consumer Income

The Shanghainese annua per capitaincome has more than doubled in the past five years from USD681 in
1993 to USD 1,453 in 1998. Furthermore, Chinese workers typically receive various subsidies and bonuses to
supplement their income, which gives them greater spending power.

C Family Demographics

The average household in Shanghai is comprised of 2.8 members, gpproximately haf of the total over ten
years ago. With rising incomes and fewer family members to prepare meds for, Shanghainese are indulging

themsdves by dining out more often.

C Wegtern Influence

The modern Shanghainese have become intimately familiar with the United States through television and
cinema Tourism (Overseas tourigts vigting Shanghai) has increased from 311,800 in 1980 to 1.5 million in
1998. Furthermore, foreign investment continues to pour into Shanghal, fueing greeter exposure to Western
management practices and larger paychecks. The overdl impact isagrowing interest in sampling western food

in the trendy new restaurants which dot the city.

Advantages and Challenges Facing U.S. Productsin Shanghai

Advantage

Challenges

Popularity of American culture carries over to American
food.

Mogt consumers are gill unaware of different varieties of
American food.

U.S. fast food and restaurant chains are popular and
familiar to Shanghainese consumers and more Chinese
restaurants are adopting Western menu items on their
traditiona menus.

Other foreign-style restaurants are dso available in
Shanghai, and many countries are vying to penetrate this
market. Some imported products have aready gained a
foothold in the food service sector.

U.S. food products have gained a good reputation for
high quality, unique taste and reliable supply.

High cost restricts U.S. food to large luxury hotels and
other high-end establishments, putting many products
beyond the reach of the genera public.

Various channels have been established to import U.S.
food products ether directly or viaHong Kong.

High tariffs and other barriers fill inhibit direct export of
many U.S. food products to China.
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Encouraged by ATOs in Shanghai and Guangzhou, an
increasing number of U.S. food commodity groups are
promoting U.S. productsin China.

The economic dow-down and the impact of the Asa
financid criss have eroded the premium restaurant
market.

Il. Road Map for Market Entry

A. Entry Strategy

C

Didribution
ATO Shanghai recommends U.S. food exporters strive to use only the market’ s leading distributors, and to
seek listings with more than one distributor, as none cover the whole Chinese market.

Representation

After securing effective digtribution, U.S. food product exporters may seek aloca representative for their
product(s). Representatives can introduce product(s) to new customers, build relationships helpful to
importation, and ensure that distributors maintain their products well and promote them positively.

Promotion

U.S. food product exporters and/or their representative(s) should participate in activities which advance
buyers' knowledge about and inclination toward their products. Effective activities include food service expos
and trade shows, U.S. product promotions with end users, and specific product promotions within the HRI
sector. These activities can provide brand recognition and increased sdes.

Professond Affiligions

As Shangha’ sinternationa business community grows, so to do the number of socid/professond
organizations. U.S. food product exporters are encouraged to join the Shanghai American Chamber of
Commerce and the Shanghai International Chefs Association.  Affiliation with these groups provides an
excdlent informa opportunity to foster critical business rdationships. U.S. food product exporters are dso
encouraged to provide informational seminars and tastings to Chinese associations.

Hosting

End users and digtributors occasiondly have the opportunity to visit the United States. U.S. food product
exporters should invite these guests to their production facilities, brief them on business activities, and host a
specid function in their honor.

Integration

The ultimate god for U.S. food products entering China's market is to become part of Chinese cuisne. Asthe
mgority of people in China prefer Chinese food, it isimportant to develop Chinese menus which incorporate
U.S. ingredients. Seek to appeal to Chinese tastes.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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B. Market Structure

Privately
Owned
Importer-
istributor

Importer-
Distributor

Hotds
Regtaurants
nditutions

Hotels in the Shangha area purchase food products through four main channels; privately-owned importer-distributors,
wet markets, joint venture (V) manufacturer-distributors, and/or direct importation. It isimportant to note that Sate-
run operations aso rely heavily upon state-owned importer-distributors. Privately-owned importer-disiributors are the
magjor suppliers of mests, seafood, condiments, imported beverages, and specidty produce. Mot of the privately-
owned importer-distributors mainly purchase from American consolidators, because demand from each hotel varies
depending on its western chef’ s preference, and only a combined container can best serve these varied requedts.
Hotels aso use wet markets to buy fresh produce. It is estimated that the vast mgjority of food products are obtained
through these two channds. Direct importation is not as common, and normally handled through the hotel’ s parent
company, if thereisone.

The main suppliersto restaurants are; state-owned importer-distributors, privately-owned importer-distributors, wet
markets, V. manufacturer-distributors, wholesders and/or warehouse clubs. It is understandable that state-run
traditiond restaurants rely more on the state-owned importer-distributors, while privately-owned restaurants and
foreign restaurants are likely to purchase from privately-owned importer/distributors. In any case, wet markets, vV
manufacturer-distributors, wholesaers and/or warehouse clubs are utilized by dl restaurants.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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With gpproximately 27,000 eateries in town, restaurant business in Shanghai is highly competitive, leading to the
widespread implementation of cost cutting measuresin the last few years. JV manufacturer-distributors, such as
Hormel, Purdue, and Budweiser, hope to gain the most as they tend to produce high quality products at lower than
import prices. It isimportant to note that franchise operations are often required to purchase food products through
aU.S. consolidator sdlected by the franchiser. Thus, exportersinterested in sdlling to franchises should contact their
franchise headquarters and follow the appropriate procedures.

State-run inditutional segment outlets, such as aff canteens and student cafeterias, mainly purchase through State-
owned importer-distributors, wet markets, wholesalers and/or warehouse clubs. A large amount of imported
products available in wholesdle and wet markets, such as poultry and offd, actudly find their way through the grey
channd from Hong Kong via Guangdong Province. Meanwhile, privately-owned importer-distributors il play an
important role in supplying arline caterers and the hundreds of Shanghai bars.

It isadso important to note that China so far lacks nationd distribution companies catering to the food service
market. Asaresult, one restaurant has to ded with numerous suppliers: poultry from one supplier, pork from
another, fish from yet another, and the list goes on.

Privately-owned importer/distributors represent the most important channel for American exporters. They arethe
major suppliers of imported meats, seafood, condiments, beverages, dairy products, and speciaty produce. Driven
by a strong incentive to make profits, these companies are enthusiastic about introducing new products that can
meet their customers needs. Another advantage is their access to luxury hotdls, foreign and Chinese restaurants.
The potentid reach of these companies is consderable, and the right product might find a very broad market.

C. Sub-Sector Profiles

1. Hotelsand Resorts

Company Profiles

Name of Hotel Group Food Revs. (1998) No. of Hotels Purchasing Agent

New Asa Group USD66.2 million 22 Direct Import,
Wholesder, Digtributor

Jn Jang Group USD32.5 million 9 Direct Import, Digtributor,
Wholesaler

Hua Ting Group USD27.7 million 9 Direct Import, Digtributor
Wholesaler

Hengshan Group USD5.4 million 6 Wholesder, Digtributor

Dong Hu Group USD3 million 3 Wholesder, Digtributor

Hotel food service market share of the HRI sector is shrinking, however luxury hotds remain the leading buyers of
imported products. Two factors account for their decreasing market share: firdt is the influence of the Asian
financid crigs and dow-down of China's own economy; second is the fierce competition from the sandaone
restaurant sub-sector, which now offers fine dining a amuch lower price. However, hotels ill have their own
market niche: a perfect venue to hold the ubiquitous high-level banquet, not to mention business receptions,
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seminars, and conferences. Furthermore, as Shanghai returns to international prominence, the current over-supply
of five gar hotedswill not be along-term concern. For example, when the Fortune 500 Forum was held in Shanghai
in September, 1999, nearly every high-end hotel in town was full for the first time in many years. Another good
example is the opening of Grand Hyatt, which created a sensation in the local market for its unique location (the top
36 floors of the 88 storey Jn Mao Tower - the tdlest building in Ching) and post-modern styling. Their restaurants,
located on the 87th, 56th, and 55th floors, attract not only overseas tourists but also the local upscde clientele.

According to officid gatigtics, the locd state-run hotel groups have traditionally dominated the Shangha market,
because they usudly have severd outletsin the same city. However, during the past five years, severd internationa
hotel chains have arrived in Shanghal, including: Ritz-Carlton, Hilton, Garden (Okura Group), Holiday Inn & Crown
Plaza, Sofitel, Regd, Equatorid, Westin, and Shangri-La. These hotels' revenues have aready surpassed the
smdler sate-run hotd groups like Hengshan and Donghu, and the 11 year old Shangha Hilton's revenues were
number one among al Shanghai single hotd operationsin 1997. Nationwide, the top international hotel groups
include Holiday Inn (24), Shangri-La (13), Sheraton (12), Marriot (9 including 5 newly-purchased New World),
and Accor (9).!

Whileit istrue that the local hotel chains use more local or V productsto cut codts, the luxury hotels till need to
purchase a certain amount of imported products to preserve status. U.S. food products with great demand or
potentia include specidty produce (Strawberries, blueberries, cherry tomatoes, celery, varieties of lettuce, oranges,
grapes), beef (steaks, ribs, cuts), wine, and seafood (lobster, salmon, crab, geoduck).

2. Restaurants

Family Style Company Pr ofiles?
Company Name Market | Sales(Year) No. of | Purchasng Agent

Share Unit: Million | Outlets

Xinghualou Group 12% USD57.9 40 Import Agent, Wholesaler
Xiaoshaoxing Group 6.4% USD31.3 24 Import Agent, Wholesaler
Meilongzheng Group | 4.6% usD22.3 20 Wholesaler, Distributor, Wet market
Baolong Group 3.4% USD16.7 30 Wholesaler, Distributor, Wet market
Kai Fu Company 2.3% uUSD11 30 Wholesaler, Distributor, Wet market

The restaurant sub-sector continues to be the HRI leader in Shanghai, with about two thirds of HRI market share.
Annua revenues of family-style restaurants aone reached gpproximately USD480 million in 1998, accounting for
nearly haf of tota restaurant sdes. This sub-sector is expected to grow 10% next year.

According to the officid figures, the top five family-style companies used to be digtrict catering service companies,
which were a monopoly under the planned economy. For example, Xinghualou and Mellongzhen consist of dl the

! The figures refer to the number of hotels that the hotel group have opened or will open within 2000. They
are not officd figures. for reference only.

2 The family style restaurant groups also run a certain percentage of dim sum stores.
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traditiond restaurants from Shangha’ s Huangpu and Jng’ an didtricts, respectively. Each restaurant is usudly
famous for one style of cuigne, like Sichuan or Yangzhou. However, with few exceptions, the market shareis
declining for this type of state-run restaurant. American products with potential include: beef (short plate, offd,
short rib), poultry offa, seafood (squid, lobster, sdlmon), and vegetables (fresh celery, frozen sweet corn and peas).

The Restaurant sub-sector was among one of firgt sectors of the economy opened to private investment during the
last decade of reform. As aresult, the number of privately-operated restaurants in Shanghai may have dready
exceeded that of state-run traditiond restaurants. Though no officia figures are available, we believe the sdes of the
following privately-owned restaurant chains are on par with the above mentioned state-run catering group: The Gap
Cafe, Xiaonanguo Restaurant, Jin Y ue Seafood Restaurant, Red Chicken Restaurant, Zhen Xing Seafood
Restaurant, and Shenji Liangtang Restaurant. These privately-owned restaurants are the fastest growing part of the
restaurant sub-sector. Unlike traditional Chinese restaurants which festure only one style, they embrace a
cornucopiaof al popular dishes, namely Shanghai-style, dl in atrendy aimosphere. Privatdy-owned restaurants
are beginning to incorporate a greater number of new Western ingredients and dishes. The products with the
greatest demand and /or potentid include beef (steeks, short plate, short ribs, offd), Cdiforniawine, seafood
(squid, lobster, saimon, sea cucumber, geoduck, crab), fruit (table grapes & oranges), and vegetables ( fresh celery,
frozen swest corn, frozen peas).

With more than 20,000 expatriates in town, foreign restaurants are dso flourishing. It is estimated that there are
around 100 foreign style restaurants in Shangha offering alarge variety of cuisine ranging from American, Mexican,
Itdian, German, Korean, Japanese and Thal to even Cgun/Creole. Shanghai’ s foreign restaurants currently include
awedl known list of international chains such as T.G.l. Friday, Tony Roma’s, Paulaner Brauhaus, Swensen's, and
Hard Rock Café as well as awide variety of new single proprietorships. Foreign restaurants in Shanghai not only
attract expatriates and tourists, but also high-income loca consumers seeking something new. As Western-style
restaurants are generally more receptive to using imported food products than traditiona Chinese restaurants, they
are excdllent targets for U.S. exporters. They are mgjor consumers of imported beef, seafood, seasoning, specidity
produce, and herbs.

Fast Food Company Profiles

Company Name* Market Sales (1998) No. of Nationdity Purchasing Agent
share Unit: Million Outlets

KFC 28% USD69.5 52 U.S/China Import & Loca
(1998) Digtributor

McDondd's 15% USD36.1 23 u.s. Import & Loca
(1998) Didtributor

New AsaBigBur? | 5% usbh12 30 China Locd Wholesder
(1998)

Pizza Hut 2.6% usD4.4 7 u.s. Import & Loca
(1998) Didtributor

! The number McDonald's and KFC outlets refers only to their Shanghai operations.

2 New Asia Big Bun plans to have 80 stores by the end of 1999.
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Niwota 2% usbh4.7 23 China Loca Wholesaer
(1998)

KFC essentidly introduced western-style fast food to Shanghal about a decade ago, and the size of the fast food
market is now amogt half that of the family-style restaurants. Future growth is estimated at 10%-15% annudly, as
more people turn to fast food restaurants as a convenient dternative to preparing meals a home.

American fast food chains, such as KFC and McDonad's, are the market leaders. After more than 10 years
operation in China, they continue to gain ground as popularity amnong Chinese for American fast food increases.
Chainslike KFC and McDondd' s are mgjor consumers of French fries, corn-on-the-cob, and frozen sweet corn.
With only 7 outletsin Shanghai, Pizza Hut Hill occupies a Sgnificant market share by catering to young couples.
Pizza Hut uses American cheese and seasonings, but sources its mest locally.

Chinese fast food chains such as New AsaBig Bun are catching up. However, they are till not competitive with
their American counterparts. The main reason isthat most of the Chinese fast food restaurants lack food
preparation standards and systematic management.

Presently, food courts offering dim sum-style fast food can be found in dmost every downtown Shanghai
department store. The stores usudly rent the space to small catering companies, and food quality varies
congderably from booth to booth. However, the Chinese fast food sector has little demand for American food
products as imported food costs would generaly be too expensive for the targeted market. French fries and corn-
on-the-cob have some potentid in Chinese fast food operations which feature western menu items.

3. Ingtitutional

The average Shanghainese student or state employee edts at least one third of their medlsin the inditutiona sub-
sector. Thetotal 1998 revenues for the ingtitutional sub-sector is estimated at USD518 million. However, acritical
problem is that alarge percentage of ingtitutional sub-sector operations are not considered part of the food service
industry, because the mgority of operations are managed by state-run enterprises, schools, government offices, and
even the military. There are about 10,000 staff canteensin Shangha designed to serve as convenient, inexpensve
outlets for acceptably-low quality food. A norma canteen lunch costs between USD0.36 and USD0.97. Menus
for most canteens tend to be very smple, center around traditiona Chinese flavors, and to comprise the chegpest
food inputs (from wet and wholesale markets) possible. As state-sector unemployment rises, avast number of staff
canteens are torn down.

There are dso some catering companies which offer lunch boxes, the popular local jargon for a Styrofoam box that
contains rice and a combination of stir-fried mest and vegetable dishes. The lunch box market in Shanghai is
estimated at 600,000 to 800,000 served per day. Pricesrange from abasic USD0.60 meadl to a“fancy” USD1.81
“feast.” Lunch box customers include high school students, JV company employees, and Chinese employeesin
foreign organizations. There are few large professond, indtitutiona catering companies in Shanghai, and food
quaity and sanitation problems have been reported with these companies.

Chinese food products are clearly dominant in the ingtitutiona sub-sector, however, some low price foreign
products have recently entered the scene. For example, American frozen chicken products (wing tips, offa, and
feet) are used by the catering companies. Few lunch box customers redize that they are egting imported food.
Other frozen U.S. products include pork offa, beef offa, sweet corn, and peas. Low cost frozen food is a perfect
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meatich for the indtitutional sector which requires a high volume and long storage period.

Ancther component of the ingtitutional sub-sector is airline catering. The two mgor airline catering companiesin
Shangha are the Shanghai Airport Internationa Catering Corporation (SAIC) and China Eastern Airlines Food
Service Company (CEAFSC). SAIC prepares approximately 2,000 meals each day for 17 mgjor airlines, among
which Northwest Airlinesis currently using U.S. beef and wine, while Shangha Air has recently started usng U.S.
pistachios on their domestic flights. CEAFSC, which serves roughly 30 carriers, concurs with SAIC and believes
that the greatest opportunities for U.S. food products exist with international carriers. Purchasing Manager, Zhang
Suiseng reports that they currently use about USD2.4 million worth of foreign food products annualy. Thus, U.S.
food exporters could expand their foothold by aggressively marketing to the two airline caterers and to their key
suppliers. With Shanghai’ s recently opened Pudong International Airport, opportunities for food exporters are
expected to grow.

The entertainment segment, which belongs to the ingtitutiona sub-sector, had 1998 revenues of USD325 million, an
increase of 80% over 1997, according to the Shanghai Statistics Bureau. Food sales represent about 20% of total
revenues. American wine, spirits, popcorn and nuts are popular among Karaoke bars.

[11. Competition

Chinese domestic food is no doubt the largest competitor for U.S. food products. Asthe chart on the first page of
this report indicates, domestic food products enjoy 92% of the market share. Chinese food products dominate the
market for three mgor reasons. First, domestic food products are generaly much chegper than imported products,
Second, consumers are more familiar with these products and chefs know the best way to cook and serve them,
Third, the locd supply is generdly sufficient for most food categories.

An interesting phenomenon is the increasing use by the HRI sector of imported U.S. agriculturd technology and V
manufacturers. HRI buyers enthusiagticaly tout that they are using products like U.S. sweet corn, Hormel ham,
Budweiser beer, and/or American celery. What they fail to mention is that these are actudly localy produced
products. Many Shanghainese even believe that they are esting foreign food when consuming these products.
Shangha’s Wen Hui Daily newspaper reports that JV food and beverage products popularity has surpassed
smilar domestic brand products.

Many foreign competitors are dso dready sdlling to China, heightening the competition for American exporters.
Most of these countries do not possess a large domestic market, which makes China an important market for them.
Many countries provide substantia government and industry association support. For example the Netherlands,
Audtrdia, and Canada each have an Agricultura Trade Officer posted in their Shanghal Consulates. Also, the
Norwegian Seafood Export Council, French Wine Association, Canada Beef Export Federation, and SOPEXA
are among the mogt active foreign organizations operating in China.

The greatest chalenge faced by American exportersis generdly posed by their western (European and Audtrdian)
counterparts, who offer smilar products at relaively cheaper prices. Taking advantage of the consumer’ signorance
of imported food, some HRI operators are doing what a Chinese idiom cdls, “displaying a sheep’s head and sdlling
dog meat.” For example, one restaurant sold steak from New Zealand and claimed it to be American beef. This
not only hurts U.S. exports but aso damages U.S. food' simage.

V. Best Product Prospects

UNCLASSFIED Foreign Agricultural ServicelUSDA
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A. Products Present in the Market Which Have Good Sales Potential

1. Meat Products (beef, bovine offal, pork, swine offal, poultry, and poultry offal)

At present, U.S. meat products sill cannot be imported commercidly through officid channels except for use by
foreign hotels. However, progress was made in April, 1999 when the Agreement on U.S.-China Agricultura
Cooperation was signed during China s Premier Zhu Rongji visit to America. On Nov. 15, 1999, China and the
US signed a bilateral agreement on China s accesson to WTO, which aso covers agriculturd products. According
to the agreement, Chinawill open its market to U.S. pork, beef and poultry by agreeing to accept USDA mesat
safety certification. High tariffs, which aso hinder the direct importation of these products, are expected to be
reduced by 2004 beef from 45% t012%, pork and poultry from 20% to12%. However, implementation of this
agreement will take time as the Chinese government must change its entry and ingpection procedures to reflect the
new rules.

Beef & Bovine Offal

American besf is somewhat of a status symbol in Aga, but still has alimited market in China. The main customers
are the luxury hotels, as western-style steak houses have not yet caught on here. Frozen chuck and short plate are
widdy used in traditional Chinese hot-pot. Bovine offd like omasum is used in a popular Chinese cold dish. U.S.
Meat Export Federation this year is successfully promoting medium-priced short rib in Chinese restaurants.
However, U.S. beef faces fierce competition from domestic/JV products, and aso imported products from
countries like Canada, Audtralia, and New Zedland.

Poultry and offal

The number one U.S. export (via Hong Kong) to Chinaiis poultry. The secret issmple: those chicken drumsticks,
wings, paws and gizzards, seldom found on American plates, happen to be Chinese delicacies. U.S. chicken, duck
and turkey cuts are among the few items whose price is even chegper than the loca products. Factors like astable
supply and consstent quaity have contributed to the success of U.S. poultry in China. However, aggressive South
American and European exporters are aso seeking market share.

2. Seafood

Shanghainese used to prefer only fresh water fish. Influenced by the Cantonese, seafood is now gaining in
popularity. Cantonese restaurants generaly speciaize in seafood, and usudly have live fish in tanks so that the
customer can sdlect thar dinner. 1t iscommonly held in Chinathat live fish is more delicious and nutritious than
frozen seafood. Norwegian sdmon and Australian lobster were introduced severd years ago and dominate some
segments of the market. American seafood such as salmon, squid, black cod, lobster, geoduck, and king crab are
gaining afoothold. Tariffs are expected to drop from 20% to 10% by 2004.

3. Wine and Digtilled Spirits

Business banquetsin China, especidly in the Northern, are usudly accompanied by adrinking soree. However,
wineisreplacing traditiona white spirits, because it is consdered to be more hedthy. Besides luxury hotelsand
trendy family restaurants, Karaoke bars are dso an important outlet for Cdifornian wine. In bars and night clubs,
American didtilled spirits like Jack Daniels and Jm Beam are quite popular. Tariffs are expected to drop from 65%
to 20% for wine, and 65% t010% for spirits by 2004.

4. Frozen Vegetables
Frozen vegetables such as sweet corn and peas are easly integrated into common Chinese dishes like sweet corn
soup and fried shrimp with green peas. Competition comes from domestic and New Zedand products.
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5. Fruit

The most popular U.S. fruit for food service are Sunkist citrus and Californiatable grapes. However, only three
types of American fruit can be officidly imported from the U.S.: Washington apples, Cdifornia table grapes and
Washington cherries. To waive the phytosanitary barrier and high tariff, alarge amount of fruit isimported through
the grey channel viaHong Kong. Upon accession to WTO, Chinais expected to open its market to U.S. oranges,
grapefruit and other citrus, diminaing aban on citrus from Arizona, Cdifornia, Florida, and Texas. The current
tariff of 30%-40% isto be reduced to 10-13% by 2004, depending on the product. Since U.S. fruit has gained a
good reputation for high qudlity, it is common to find fruit from other countries daming to be American, thus
violating the interests of American exporters.

6. French Fries
KFC firg introduced french fries to Chinese consumers about 10 years ago. Since then, french fries have become
wildly popular in fast food chains and are aso found in bars, modern tea houses, and theme parks.

B. Products Not Present in Significant Quantities But Which Have Good Sales Potential

1. Fresh Vegetables

Though Chinaisalarger net producer of vegetables, American fresh produce is consdered to be of ahigher qudity.
For example American celery, carrots, lettuce, and cherry tomatoes are al generally perceived to be superior to
Chind s domedtic ones. With the further development of the “fine dining” segment in Shangha and other mgor
cities, American vegetables have good potential.

2. Condiments, Seasonings, and Sauces

Condiments, seasonings, and sauces used by Western-style restaurant are largely imported due to lack of local
availability. AsWestern food gainsin popularity, so do these ingredients. A broad range of ingredients are now
avalablein Ching, ranging from ketchup, mustard, mayonnaise, and BBQ sauce to avariety of spices. With the
increase of Western restaurants, the condiments, seasonings, and sauces market should provide increased
opportunities for US exporters.

3. Dry nuts

American nuts sell well as asnack food in supermarkets and in the entertainment sector. Chinese appetizers
congsting of severa cold dishes, peanuts, cashews, and walnuts are aso popular in restaurants. Nuts can even be
incorporated into main dishes. For example, Macadamia nuts can be fried together with other nuts. Nuts can dso
be used in the bakery sector. American dmonds have been used in Chinese moon cakes.

4. Dried Fruits
U.S. raisins and prunes are beginning to be widdy used for Chinese dim sum and Western-style baking.

C. Products Not Present Because They Face Significant Barriers

Riceis consdered adrategic crop in China, and it is generdly banned for import. The little imported rice which
tricklesinis generdly intended for niche markets. Specidty foods such as ethnic or rdigious foods (Kosher, Haa)
do not have a sgnificant market here.

V. Post Contact

If you have any questions or comments regarding this report or need ass stance exporting to China, please contact
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us at:

U.S. Agricultura Trade Office
LaVerne E. Brabant, Director
Suite 331, Shanghai Centre,
1376 Nanjing West Road,
Shanghai, China. 200040
Tel: 86-21-6279-8622 Fax: 86-21-6279-8336
E-mail: atos@public.stanet.cn
Web: www.atoshanghai.org

If you are interested in opportunities with particular food products or commodities, many additiond ATO Shanghai
market briefs can be downloaded free from the Foreign Agriculturd Service's home page (www.fas.usda.gov) or
the ATO Shanghai home page (Www.atoshanghai.org).

UNCLASSFIED Foreign Agricultural ServicelUSDA



